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Abstract

The role the real exchange rate plays in determbnng corrent account balances has
gathered momentam as Bast and Southeass Asian countries have seen increasiugly positive
current accouut balances. This paper analyses the evoluiion of current sccounts in the
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of the currert aceount balance Lo the GBP is {ested, based on both linear and nonlinear
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niobility. Resulls pobrt 1o the exstence of a long-run relationship, and by most cases the
cansality runs frown the exchange rate to the cpvent account.
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1 Introduction

Current account imbalances have formed a topic of discussion among both policy makers
and econoinists since the early debates about mercantilisin and the acenmulation of gold
through current account surpluses as a result of restrictive trade practices. When the
world economy moved from a systemn of monetary metals Lo fiat money and foating
exchange rates, the eraphasis shifted to industrialisation. This would be part of an export-
oriented developient strategy, mud particularly one which may use currency manipulation
to create a competitive advantage. Post. World War 11 Japan has been given as a late
twentieth eentury example of modern mercantilistn, More recently, China has also been
fabelled a mercantilistic economy. Commonly used arguments for the rapid rise in foreign
exchange reserves are based, mainly, on a currency that is deliberately undervalued 50 as
to make domestic industries more corpetitive mternationally.!

Nowadavs, in particular sinee the worldwide nanaial crisis of 2008-2017, there s a lot
of controversy over the role that capital inflows may have playved in the growth of natioua
credit, and whether these inflows of capital may have exacerbated eredit expansion in
some cases (see Magud el al., 2012). Hence, it is believed that foreign capital may have
been used by national commercial bauks to increase the Hguidity in the systen, boosting
the bubble of the housing markets in some countries. If this is the case, tight monetary
policy ight be offset by Hows of foreign capital,

Focusing on the current account, recent contributions, such as Cuestas (2013), con-
centrate on the analysis of the degree of sustainability of external debi. However, the
regulis of this analvsis are lmited by the ad hoe definition of spstainability and its weak
relationship with economic growth. The recent Hterature guestions whether large capital

deficits have had a negative limpact on econonsic growth, There are two main hypothes

(1) Capital inflows have been used as a means to fund internal tnvestment and consump-
tion, which could not be lunded by internal sources. These external funds have then been
used to fAnance industries with over-priced underlving assets, e.g. the housing markets in
Spain and Ireland, or risky industries based only upon ligh expectations of growth, This

view, then, supports the idea that external funds exacerbated credit expansion, whicl

However, for an alternative view, see Prasad and Wei (2007) wlhere the anihors argue that China’s
international reserves acoumulstion s due to nou-FBDI capital inflows, rather than current account sur-
pluses or FDL



everibually reachied unsustainable levels, negatively affecting expectations and cansing a
drain on funding {Lane and MeQuade, 2013}, (2} High current account deficits have been
reduced, after reaching unsustainable levels, by means of a contraction in consumption
and a drop in national aggregate demand {Lane and Milest-Ferretti, 2010, 2012). To anal-
vue these two hypotheses, arguably, one has to take into cousideration the real exchange
rate: with high capital inflows coming into a country, the real exchange rate tends to
appreciate. Now, the gquestion iy how this absorption happens, Under a flexible nominal
exchange rate system, a combination of nominal exchauge rate appreciation and/or a rise
i inflation would be expected (Magud el al., 2012), With wore rigid nominal exchange
rale regimes, the absorption needs to happen via higher inflation rates. This raises the
question of whether not only fiscal balances, but also and even mwore importantly cur-
rent account balances and Anancial openness, need 1o be more elosely monitored than we
thought, In the extrene scenario, wonetary poliey wight become ineffective, sinee a lack
of Hquidity may be from abroad.

In recent history, East Asian countries have been international creditors. Japan has
had persistent current acconnt surphises since the early 1980s, while Taiwan and Sin-
gapore showed current account surpluses in the late 1980s and China joined the gronp
in the early 1990s. Siuce the crisis in 1998, all East Asian countries have experienced
current aceount surpluses. In our quarterly sample, only Thailand and Korea show some
Lrausitory negative values for their current aceounts {see figure 1}, Taken as a whole, the
countries in the sample were net debtors before 1998 and became net creditors afterwards.
The spread and persistence of the current account surpluses would suggest that this is
not only the resuls of an active policy of infernational reserve accurmlation but may alsc
have something 0 do with the countries’ exchange rate policies, at least since 1598

Some studies on current accounts have looked at the changes in the surplus or deficit,
motivated by two dominant tendencies: the large US omrrent account deficit and the
large surpluses of the East and Southeast Asian countries. Likewige, thig paper alms to
look at the second pattern of large surpluses in the latter group. However, rather than
ientifying East and Sontheast Asian countries with a regional duniy or cowntry-specific
duninies (e.g. Gruber and Kamin, 2005) within a larger panel of countries, this paper
only inclides countries from the region individually, 80 as to aveid any assumptions about

the homogeneity of the parameters.



Most studies make use of bilateral real excliange rates {RERs), usually relative to
the US dollar. Asian conntries have generally preferred some sort of fixed exchange rate
syster, either fixed relative to the U5 dollar or 10 a basket of curreneies in which the dellas
is dominang, Thig is partially tutended Lo avoid flexible exchange rates 8o as to reduce
volatility, but is also due to the widespread use of the US dollar as the invoice currency
in trade. Instead, we analyse the real effective exchange rate 50 as o avoid potential
blases associated with the choice of base country in bilateral rates. The effective rate has
generally been more attractive to economists and policy makers becanse it i a belter
meastre lor understanding trade Hows and nbernational corppetitiveness, In particnlar,
Fast and Southeast Asian countries do not have particularly strong trade with the US,
Japan usually accounts for a sumilar share in the trade of most of the countries in our
sample, while China is becoming an important trade partner as well. The quick econonic
integration in the region has been an tmportant factor in the internationat trade of these
countries. The use of effective exchange rates seems appropriate from this perspective,

Hence, the abm of this paper is to shed some light on the relationship between cur-
rent accounl balances and RERs in this group of countries. The connection belween the
enrrent account and the exchange rate has been central in many models in the inter-
national macroeconomics literature. We first test whether capital inflows/outflows liave
had an influence on the RERs, or whether movements i the RER have had an hmpact
in determining current account imbalances. We also estiniate both lnear and nonlineay
error correction models in order to have some information on the long-run relationship
between the two variables, Half-lives of shocks are also analvsed, based on these models,
Our main findings show there is a cointegrating relationship for these seven conntries,
We also find evidence of nonlinearities, which are modelled by means of the Hansen and
Sews (2002} approach,

The rvemainder of the paper is organised as follows. In the next section, we sume-
marise briefly the main contributions on the tepic to date. In seetion 3, we explain more
specifically the relation between current accouuds and RERs. In section 4, we present a
surmnary of the econometric technigues used in this analysis, and in sections b and 6 we

present the results and conclusions respectively.



2 Literature review

Surprisingly, empirical research on the relationship between the current aeccount and the
exchange rate s not extensive m terms of the number of works. Amongst mainstream
empirical studies, the exchange rate does not have any role, being exclhuded from the
empirical specifications.? For instance, authors who focus on the roles of saving and
tnvestient, such as Glick and Rogoff (1995} and Taylor {2002), model current account
dynamies in the long and short run with no mention of exchange rate. Likewise, studies of

current account sustainability, see among others Wickens and Uctum (1093} and Milesi-

8
Ferretti and Razin {1996), rely mainly on a wide range of univariate stationarity tests
with no consideration of exchange rate.

A third strand of the literature looks al the detersinants of the currenl account, and
it i also often the case that the exchange rate is omitted. The current account balance to
GDP ratio is related to a wide range of potential fundamentals. Most of the determinants
of current. account balances are taken from previous cross-country studies on savings as
well as other studies on investinent, This nlerpretation I8 consistent with pew models of
an open economy where the current account playvs a central role. However, the connection
with theory is rather loose, with little consideration of the dyvaamics that are central o
these models. The ploneeriug cross-conntry study of Clhinn aud Prasad (2003} estinates
a baitery of eross-seciional and panel regressions in a sample of 18 indusirial and 71
developing countries. To smootls the effect of business eycle Huctuations, the empirical
strategy they use to derive their maiu results is based on non-overlapping five-year average
data. This strategy eliminates a lot of the short-rin dynamics of the current account to
foeus on the mediun-run dynamics. Therefore, 1t is not possible to distinguish between
the effects of trausitory and permanent shocks. Their work has been folowed by Gruber
and Kandn (2005} and Chinn and Ito (2007}, who expand the set of polential candidates
{or consideration as fundamentals, including Hems such as institutional factors, financial

development and financial crises. The two latter studies’ madn aim s to explain the

geographical pattern of current account deficits /'surpluses: the large US current account

2t the case of studies of the exchange rate, ¥ is also generally the case that the current accouut is
aot considered in the analysis, A typical study of the éexchange rate may involve the examination of
the purchasing power parity condition, as in Taylor (2002}, making use of univariate unit root tesks.
Likewise, the Interest rate parily condition nvolves the estimation of the loag-run relationship between
these fwo variables, as in Fdison and Pauls (1093,



deficit and cumulative surpluses in East and Southeast Asia since 1997 in particular’®
gince this is the main patiern of the data which is diffienit to explain. This paper is
a contribution to the understanding of the large current. account surpluses in East and
Southeast Asia and their relationship to the exchange rate.

However, the exchange rate is included among the determinants considered. There-
fore, these studies assume that changes in the exchange rate either have no effect on
savings and investinent or act as a proximate cause but have no medium or long-run
effect on the current account. Gruber and Kamin (2005) argue that RER depreci-
ation/appreciation and exchange rate policy ntervention, as proxinate determinants,
should be excluded from the analysis so as to focus on the fundamentals of the current
aceount. Nevertheless, changes in the exchange rate may be incorporated as a proxy
for international competitiveness where the relative prices of tradable versus nontradable
goods woukd affect the dynamies. This wondd suggest that analysis showld focus on ax
empirical framework which takes advantage of the nonstationarity properties of enrrent
accounts, A npumber of recent empirical studies have taken the initiative in focusing on
the dynamics of carrent accounts, aud have pointed o REHs as an important factor that
should be considered at the same thne, They rely on the thme series analysis of individ-

ual countries, with a longer time span, rather than panel data. Based on the traditionad

models of the open economy (such as the Mundell-Fleming model) and the new open
economy wacroeconomics lterature {Obstield-Rogoff), the link between the RER and
the current acconnt is given by changes in the composition of the demand side, A partial
equilibrinm simplified version of the Obstfeld-Rogoff framework 18 enongh to show how
changes in the exchange rate can aflect the intertemporal decisions of the determinants
of the current account (see next seetion).

Time series econometries 8 an attractive tool with which to investigate both the long-
run implications and the behaviour in the short run. Lee and Chinn {2006) make use
of a bivariate structural vector autoregression (VAR) approach to explain the dynamic
relation between these two variables for the G7 countries. The key assumption for the

wentification of the structural VAR model is that temporary shocks have no long-run

3T 'he definition of East Asia across studies may change. These anthors include in their Bast Asla region
the eight couniries included in this study but Graber and Kamdn {2005} also include Hong Kong and
Indonesia while Chinn and To {2007} add ithese two phus three countries from South Asia, Bangladesh,
India and Sri Lanka.



effect on the RER. Lee and Chinn (2006} also present a simplified small open economy
meodel where there are tradable and nontradable goods, and money enters into the atility
fusniction, which is consistent with their identification strategy, They find that temporary
shocks have an important role in explaining vartations in the current account balances of
the GT countries {except the US) while permanent shocks are more importaul in explain-
ing changes in the exchange rate. Temporary shocks seemn to depreciate the exchange
rate and buprove current account balances {except in the UK), while permanent shocks
tend to lead {0 a permanent appreciation of the RER and the effect on current acconnis
is less clear and mostly insignificant.

I a more recent contribution, Arghyrou and Chortareas (2008) ook at the colutegrat-
ing relationship between current acconnts and the RER, together with dorestic national
income and foreign income, {or a sample of ten Ewopean countries. Making use of the
coittegration methodelogy, i is possible to study both the long-ran determination and
the short-run dynamies of current acconnts. Accepting one colntegration relationship in
each individual country from the rank and trace tests, the RER is found to be statistically
significant in the cointegrating vector in six countries.* In those countries, there is a neg-
ative and significant long-rim relationship between changes in the RER and the cnrrent
account balance. In the short run, for most countries {seven out of ter), the adjustment
in the current account s shown o be a novlinear dynamic process, with the speed of
convergence depending on the sign of the disequilibrium. The current paper adds to this
literature, aiming 0 look more closely at the relationship betwesn currenl accounts and
exchange rates in East and Southeast Asia using cointegration analysis based upon botl
linear and nonlinear models. From a methodological point of view, onr results may be

more directly comparable to Arghyrou and Chortareas (2008) than to auy others,

3 Current account and real exchange rate

Amongst the most influential models of open economy macroeconomics, it is inereasingly
common 1o rely on the theoretical framework of the mtertemporal appreach to current

account. This is a general equilibrium model in which brdividuals and firms make deci-

YHhis is the wmnber of countries for which the t-statistic of the exchange rate is statistically significant
at & percent followirg the Johansen methodology, In table 4, the exchange rate is signiBicant in seven
eountries in this study wsing the sane methodology, the exception being Hong Kong,



sions by solving opthnisation problems. The current account balance i part of the core
of the model, allowing countries te smooth their consmmption path threugh imports and
exports, which is the result. of forward-looking decisions that affect investinents and sav-
ings. Obstfeld and Rogoff (1996) present a complete collection of the models that work
in this fashion.

Rather than general equilibrinm, this section takes a partial equilibrinur approach o
a shnple intervational macroeconomic model fo iHustrate the fype of relationship that
exists belween current accounts and RERs. Many of the dynamics of ihe model are
omitied so as Lo simplify the mathematical preseniation as much as possible, We will
uet present the dynamic decision problem of the firm, which means we do not consider
the effect of the exchange rate on investments, Likewise, we do not explain how ontput
evolves but cousider this variable to be an endowinent.

To stplily the framework, a small economy, with only two time periods, no public
sector and uo uncertainty (Le. this is not a stochastic model) Is considered. Therefore, the
current account (CA) is defined as the difference between ncome (y) and consumption
{¢). Consumption is the main deterninant of the utility function u(c;) which is stricily
concave, The represemtative consumer maximises her lifetiine diseounted utility of the
temporal sequence of consumption, U = u(cy) + yu(ce) subject to her budget constraint
which constraing the present value of consumption expenditure nol to exeeed wealtl
(W}, c1 + co/(1 +7r) < W, where r is the national real interest rate. The solution to
the maximisation problems provides the optimal consmuption path, the so-called Duler
equation, where changes in the current account balance would allow the ntertempors
exchange of consnmption.

Wealth s W = y; + v2/(1 + ). The domestic real interest rate is related to the
international real interest rate (r*} and the RER (q).° When the exchange rate is constant,
the domestic interest rate is equal to the international interest rate. However, it may b
the case that they are not the same if the exchange rate fuctuates. Iustead, the domestic
mterest rate would include the appreciation rate of the RER, according to the uncovered

interest. vate payily hypothesis expressed in real ternus:

re =17 + E(Agis)

5An inerease 15 an appreciation of the national owrency.



Any expected appreciation (depreciation) of the national currency would iraply that
the interest rate of the small economy must be higher (lower) than the international
interest rate. Since the countries in our sample are all considered o be small economies
and may face the sane international interest rate, most of the cross-conuiry variation
in current acconnts is likely to be driven by changes in their exchange rates.® Since the
international nderest rate i given, according to the assurpiions of the small economy,
changes in monetary poliey that affect the exchange rate are likely to have a direct trupact
on curvent accounts through a change m the compesition of income. I the exchange
rale is expected to appreciate, the domestic interest rate will ineresse, leading to an
interteruporal replacentent of present for future consumption and a decrease in the current
account. This change in the conposition of income hnplies that the current account deficit
will increase (decrease).

However, notice that the relevant variable here ks the expected exchange rate, while
the observed variable is the realisation of the exchange rate. It conld be the ecase that
expectations and observed exchange rates are not aligned. Further, & change in the RER
today wight affect the expectations of future movements in this variable in the opposite
direction. For instance, a sudden and unexpected appreciation of the currency might
signal a depreciation of the exchange rate in the future. In this case, investments abroad
will become meore attractive, not only becanse the currency has appreciated foday, bnt
because a depreciation might happen at the maturity of the investmeni. Hence, the
sign of the relationship between the RER and the current account balance might be
ambiguous. This expenditure-swiltching mechanism of the exchange rate is the counection
Lo rovernents in the aurrent account. Large and persistent moveimnents n the carvent
account balance may then be related $o the long-run behaviour of the RER. The next

section explores this relationship in some detail.

4  Econometric methods

In order to analyse the relationship between the current accounl {CA) and the RER (g}

of this group of countries, we apply cointegration techniques, as the variables involved

6 Here we are assuming that expectations are formed by means of some type of antoregressive process,
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are [{1) processes.” Hence, we apply the traditional Johansen {1988, 1991} approach, and
i order Lo gain some robustness in the analysis, we apply the Hansen and Seo {2002)
technigue based on nonlinear models.

The Johausen approach is based upon the estimation of the following vector error

correction model (VECM) or cointegrated vector autoregression model {CVAR):

p
AX;=af X+ Y TiAXi i+ ¢ (1)

=1
where X; is a vector of variables, o is the matrix containing the loading or adjustment
parameters, [ is the matrix of long-run parameters, [ is the short-run parameters’ nrafrix
and € is the error term, which is expected 10 be statiouary. The estimation process
involves specifying the wurestricted model, stationarity tests, the rank of the § matsix,
the identification of the long rim, a weak exogeneity test and stability tests,

Note that the above equation is based on a linear model. However, it has been noted
within the empirical lilerature on thne series analysis that many variables might not be-
have in this Hnear fashion. Hence, we can encounter nonlinearities in the deferministic
conmponents {le. noulinear trends) or nonlinearities in the parameters (Le. asymmetric
speed of adjustinent or thue-varying parameters}. Whereas the first case is of no concern
i the current analysis, as these trends should cancel out in the colntegrated space, the
potential for asvmmetric adiustment towards equilibrizm needs to be accounted {or, The
necessity of considering nonfinear models is gwofold. First, from the purely statistical
point of view, tests may suffer from power problemns, and be biased towards the com-
mitment of type IT errors, when nonlinearities are neglected (see Tavior and Peel, 2000,
and Kapetanios et al., 2003}, Second, from the economic point of view, it is rational
to think that some economic variables may react differently in terms of moving towards
equilibrinm after a shock, depending on the strength and sign of the shock

To the best of our kuowledge, ouly Arghyrou and Chortareas {2008} have considered
the possibility of a nonlinear adjustment in the relationship between RERs and aurrent
acconnts. However, we lollow a different strategy to theirs. They use a two-step approach
where the (noulinear) smooth transition vector error correction model (STVEC) is esti-

mated in the seeond step, based on the cointegrated vector ebtained from a linear model

"See next section for detatls.
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{applving Johansen's maximmun likelihood estimator). Instead, in this paper, Hangen and
Sexy's {2002) approach is applied 50 as Lo assess the nonlinear behaviour of the relationship
between the current account and the RER in our target countries, The advantage of this
approach compared to that of Arghyrou and Chortareas (2008, p. 756, eq. 4} is that
the error correction term is estimnated within the nonlinear framework, rather than being
borrowed from a pre-estimated lnear equation {only one step). Also, two-step procedures
may carry {orward any nistakes from the first step into the second step.

Hansen and Seo {2002} propose the estimation of the following model:

p p
Axy = |1 + Z Iy miAxy; + Z Dy i Ay + ar(z — By | V(e — By < A)+

i=1 i=1 (2)
p P

o + Z Iy iAxy ;i + Z Qo Ay + as(x — Py | Way — Py > )
i=1 i=1

p p
Ay, = | pus + Z s iAzy; + Z Ps i Ay + as(z — Py)e1 | Lwy — PBye < )+

i=1 i=1 (3)
p P

g + Z Ly iAxy_; + Z Py i Ay + au(x — By)i—1 | Wy — By > N)
i=1 i=1

where A\ is the threshold. Noie that this method mmposes that the cointegrating rela-
tionship is the same in both regimes, whereas the dynamics and speeds of adjustment
will differ depending on whether the deviation from the long-run equilibrium is larger or
smaller than A, These models are called threshold antoregression vector ervor correction
models {TVECM). The estimation is based on maxinmum likelihood estimators and a
grid search (see Hansen and Seo, 2002, for further details). Seo (2011} shows that the
estimators obtained by the Hamsen and Seo (2002) method are superior in terms of their
agvmptotic properties o other linear aliermatives,

Hansen and Seo (2002) also develop a test for lnear cointegration versus threshold
cointegration, based on the values of A and the colntegrating parameter 5. This is a
SuplM type test where the null states that the short-run paraneters in the above equa-
tion are the same whether the error correction termn is less than or egoal to, or larger

than, A. luo other words, the null implies that the threshold effect is not important and
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that linear coiutegralion is appropriate. The emipirical strategy consists of testing for
linear cointegration, first making use of traditional cointegration tests, and then using
the SupLM test Lo eheck the null of nonlinearity versus threshold eointegration,

Previous studies consider an important advantage of threshold cointegration to be
that it allows one 10 take into consideration possible transaction costs or price stickiness,
especially when combined with relatively fixed exchange rates, as in our case, since ad-
justient only happerns if the deviations exceed some threshold. In the cage of exchange
rales, the region under study here {except for Japan) has moved frow fixed (to the US
dollar} exchange rate regimes pre-1997 to a range of more flexible regimes, but not. freely
floating regimes, In linited Hexibility or managed Hoating regimes, it is uatural to think
of a threshold for the exchange rate sinee eentral banks would rather not allow movenents
in the nominal exchange rate due {0 shocks until it has reached a certain level, Together
with managed floating, some countries have adopted inflation targeting (e.g. Korea and
Thailand}, which can also explain the existence of a threshold. In such circumstances,
central banks would delay poliey measures that may be in conflict with the inflation
target.

More important to this study is the Hexibility of the threshold cointegration medel for
introducing asvmmetries into the dyvuauie adiustment towards the long-run equilibrinus.
The model can be interpreted as having two different reghines, where the relationship is
linear annd where whether the economy is in the first or second reghme depends on the
magnitude of the error correction term. Since both the current account and the exchange
rate are variables that are relevant to economie policy, asvmmetries may naturally arise

from the behaviour of policy makers.

5 Results

I this section, we present. the results for the long-run and shori-run relations belween
the currenl account (CA) as a perceutage of the GDP and the RER (g}, for the countries
in Fast and Southeast Agia. The sample includes all countries {or which data availabifity

permits: China, Hong Kong, Japan, Philippines, Singapore, South Korea, Malaysia,
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Taiwan and Thailand.® The current account balances and GDPs are obtained from the
national authorities via the CEIC data service, while the RERs are obtained from the
Bank for International Setilements, and they are real effective exchange rates. We have
used quarterly observations and the data spans 1999:Q1 - 2012:QQ1 for China, Hong Kong,
Malaysia and Philippines, and for the remaining countries beging in 1998:Q1. The data
have been seasonally adjusted using the X12 filter, assuming additive seasonality.

As alorementioned, iu this paper we apply the CVAR method of Johansen (1988,
1991) to test whether there is a stable long-run relationship between the real effective
exchange rate ¢ and the current account balance cag.

Figure 1 displays the two variables for our target countries. From the graphs, there
appears to be a negative relationship between the two variables for China, Japan and
Malavsia, whereas it ig not very clear whether a positive relationship exists for the rest
of the conntries. Whether we have a positive or a negative relationship seens 0 be thue
dependent. However, we ean see an overall appreciation of the currencies along with an
increase o the current acconnt balanee in most cases,

First, we test for the stationarity of the variables by country, using the Johansen
approach, that is, we test whether the variables are 'colntegrated vectors’ by themselves,
The lag length and the deterministic componenss for each country have been chosen by
means of goodness of it and misspecification tests. Aceording $o table 1, the mudl of
stalionarity s rejected at conventional levels, Lo the next step we test for the presence of
cointegrated relationships by means of the trace test. According to table 2, in all cases
Lhere is one cointegrating vector. Therefore, the nonstationarity of the data and the test
of cointegration wonld suggest that we move ahead to a cointegration framework with
appropriate diagnostic tests to estisate a bivariate CVAR model

Testing for the weak exopeneity of the variables, according to the resudts reported
i table 3, the relationship is bidivectional for Korea, Singapore and Taiwan, implyving
that the dvnamics of both the current account balances and the RERs of these countrie;
adjust 1o the error correction term. In plain words, the variations in the current aceount
balances and the RERs are depeudent upon long-run deviations from the equilibrinun. A

more interesting result is that the RER appears to be weakly exogenous in the cases of

$No cobregrating relationships were found for Hong Kong. Menee, this couniry does nol appear iu
the reniainder of the analysis.



Figure I R

1l exchange rate and current account
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Table 1: Tests of Stationarity

Country G cay
China 4270 7.313
[0.039]  [0.007]
Japan 11.241 8.282
[0.000]  [0.004]
Malaysia 4.300 2.655
[0.038]  [0.103]
Philippines 9.569 3.463
[0.002]  [0.063]
Singapore 24.769 9.941
[0.000]  [0.002]
South Korea | 16.343  6.227
[0.000]  [0.013]
Talwan 15.757 8.357
[0.000]  [0.004]
Thailand 10.058 4.507
[0.002]  [0.034]

15

Note: p-values are piven in brackets, The test is distributed as a x2(1), henee the critical vaine at the

B is 3.841.

Table 20 Rank test
Country p-r 1 Eig.Value TTrace P-Value
China 2 0 0.212 15.600  0.047
1 1 0.066 3.473  0.062
Japan 2 0 0.217 15.093  0.056
1 1 0.034 1.886  0.170
Malavsia 2 0 0.160 13.328  0.103
1 1 0.083 4429  0.035
Plilippiues 2 0 0.183 10.644  0.094
1 1 0.011 0.532  0.533
Singapore 2 0 0.398 24.920  0.001
1 1 0.001 0.025  0.874
South Korea | 20 0.226 17.113  0.007
1 1 0.002 0.101 0.817
Taiwan 2 0 0.279 20.167  0.008
1 1 0.039 2.166 0.141
Thailand 2 0 0.181 10.552  0.097
1 1 0.004 0.184  0.739

China, Japan, Malavsia and Thailand, This imphes that it is the current aceount balanee

that adiusts to deviations in the long-run equilibrinm and not the RER. One possible

interpretation would be that, in these countries, the persistent current account surpluses

since 1998 may be partially the resuls of changes in their exchange rates. Clianges in the



Table 3. Tests of weak exogeneity

Country G ca;
China 0.058 8.510
[0.810]  [0.004]
Japan 0.001  9.755
[0.976]  [0.002]
Malaysia 0.726  2.184
[0.394]  [0.139)
Philippines | 5.235  3.495
[0.022]  [0.062]
Singapore 3.911 20.058
[0.048]  [0.000]
South Korea | 5.426 15.292
[0.020]  [0.000]
Taiwan 4.948 4.786
[0.026]  [0.029]
Thailand 1.530 8.294
[0.216]  [0.004]

16

Note: p-values are piven in brackets, The test is distributed as a x2(1), henee the critical vaine at the

B is 3.841.

Table 4: Comtegrating vector

ﬂ/
Conntry cay G
China 1.000  0.607
[NA] [3.505]
Japan 1.000  0.058
[NA] [5.356]
Malavsia 1.000  0.551
[NA] [2.087]
Philippines | 1.000 —0.018
[NA] [—2.341]
Singapore 1.000  0.415
[NA] [3.899)]
South Korea | 1.000 —0.022
[NA] [-3.751]
Tatwan 1.000 0.228
[NA] [4.916]
Thailand 1.000 —0.044
[NA] [—3.212]

Note: t-statistics are given in braclkets,

relative price of domestic so foreign goods would generate a shock that would deive the

current account balanes away from the equilibrium. This would also be cousistent with

Ioeal governments intervening Lo maintain their cirrencies’ competitiveness and promote

external demand, in a region where the export sector is one of the main engines of growth.
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mav be related to the commitment of local govermments to achieve RER stability. In the
case of China, Japan, Malaysia and Thailand, this suggests that RER may be prevented
from eoming back to equilibrium by the government's ingerventions to control the RER.
Therefore, objectives for the exchange rate are more important than current account
considerations in these countries. It may also be the resut of fear of floating in the
region that prevents the exchange rate from getting back o equilibrinim once there is a
shock.

Next, in table 4, we display the identified coimtegrated relationships, or 5" matrix. The
estimation of the eolntegrating vectors is subject Lo some restrictions in the adjustment
paranteters from the weak exogeneity test, Weak exogeneity of the RER means that
these variables do not react o a diseguilibrizon, and the coefficients in the a matrix arc
restricled to be zero. According to the sign of the long-run coefficients, a depreciation
of the RER fmproves the current account balance for China, Japan, Malayvsia, Siugapore
and Taiwan, which is the expected resnit. However, for the Philippines, Sonth Korea and
Thailand, the sign of the relationship is positive. This nimics a J-curve effect, although
in this case we are talking about a long-run effect. What we observe here is that RER
appreciations go together with capital outflows. As aforementioned, this is related to the
fact. that foreign assels become cheaper n relative terms and relatively more atiractive,

In figure 2, we display the graphical representation of the Hansen and Johausen (1099)
test: for the stability of the colntegrating parameters. In these graphs we reproduce the
evolution of the R representation and the X1 representation. In the R representation
the dynamics are fixed in each recursive estimation, and according to Hansen and Jo-
hansen (1999}, it is more relevant to analvse the stability of the cointegrating space. The
estimated vectors are quite stable since the R representation is well below unity (scaled
critical value at the 5% level). There is a problemn with stability i the case of Thailand,
due to a huge drop in her current acconut balance around 2005, For this country, the
estimated long-run relation should be considered as an average.

We also present, in table 5, the adiustment parameters or o matrix. In four ont of
seven cases, the estimated o appears as zero for ihe RER equation since, according to
the results in table 3, the RER appeared as weakly exogenous for these eountries. The

estimated o for the current account s negative in all cases, implving an error correction

mechanism, and their t-statistics are significant at least at 5%, and most of the time
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Figure 3:

Alpha 1 (R1-model)

" TDCHI_RER_SA =0
075 |

050
025

0.00 o
<025 |
050 |
075 |

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

°2 'DCHI_CAGDP_SA

2001 2002 2008 2004 2005 2006 2007 2008 2009 2010 2011 2012

{a} China

Alpha 1 (R1-model)

1% THMAL_RER_SA = 0
0754
0550 4

025

0.00 4
025 -
-0.50

075

-1.00 T
2001 2002

DMAL_WP_SA

T T T T T T T T T T
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

08 T

T T T T T T T T T T
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

{e) Malaysia

Alpha 1 (R1-model)

"% TDJAP_RER_SA = 0
0754
050

025

0.00
025
050

T T T T T T T T T T T
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

0% rBJAP_CAGDP_SA

T T T T T T T T T T T
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

{e) Singapore

Alpha 1 (R1-model)

D TA,ML_EEW

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

DTAW_CAGDP_SA

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

SIWAN

Tosl,

for o stahilit

19

Alpha 1 (R1-model)

"% TDJAP_RER_SA =0
075 -|
0550 -

025 -

0.00 |
025 4
-0.50 |
075 4

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

0.00

DJAP_CAGDP_SA

2001 2002 2008 2004 2005 2006 2007 2008 2009 2010 2011 2012

{hy Japan

Alpha 1 (R1-model)

DPHI_REER_SA

075 T T T

T T T T T T T
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

0% rpp] SA
0.00

025
050
075
-1.00
125

-1.50

T T T T T T T T T T
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

{d) Philippines

Alpha 1 (R1-model)

DKOR_REER_SA

T T T T T T T T T T T T
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

DKOR_CAGDP_SA

T T T T T T T T T T T T
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

i) South Korea

Alpha 1 (R1-model)

DTHA_REER_SA =0

0.75 -
0.50 -

025 -

0.00 -
025 4
-0.50 o

075 4

-1.00

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

DTHA_CAGDP_SA

00 A
01
02
03
04
05

2000

2005 2006 2007 2008 2010 2011

2004

2000 2001 2002 2003

Thailand




20

Table 5: Loading matrix

Q
China Ag;  0.000
[0.000]
Aca; —0.166
[—3.688)
Japan Ag;  0.000
[0.000]
Aca; —0.401
[—3.528)
Malaysia Ag;  0.000
[0.000]
Aca; —0.366
[—2.763)
Philippines Ag;  0.260
[2.414]
Aca; —0.216
[~1.953)
Singapore A 0.111
ingapors s i
Aca; —0.694
[—4.981]
Seuth Korea | Ag;  0.465
[2.395]
Aca; —0.257
[—4.213)
Taiwan Ag;  —0.296
[-2.417)
Aca; —0.334
[—2.375)
Thailand Ag;  0.000
[0.000]
Aca; —0.243
[—3.379)

Note: t-statistics are given in braclkets,

at 1%. Also, we present in figure 3 the recursive estimation of the loading parameters.

Surmming up the various resubts from the stability tests shown in Hgures 2 and 3, the

estimated parameiers seems to be fairly stable in all cases, except for Thatland for the

abhove-mentioned reason.

Regarding the dynamics, the estimated parameters are presented in table 6. For the

ases of China and Malavsia, a constant was initially introduced inte the model, but was

only found to be statistically significant for the current account equation. This makes

sense since the current acconuts of these countries were significantly in surplus during

the analysed pertod, Japan, Singapore and Taiwan alse have a significant consiant in the

current account equation. Interestingly, Malaysia's equation for the RER does not seemn
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to be explained at all by the current aceount balance, since the RER is weakly exogenous,
and only the constant for the current account equation seems 1o be significant. Hence,
it seemns that the dynamics for the current account in this couniry are only sensitive i«
long-run deviations from the equilibrinny. Similar results are found for South Korea and
Tabwan, with the difference that both the RER and the current account balance seem to
he gsensitive only to long-ran deviations from the equilibricun. Based on a CVAR. with
the cointegrated vectors showi in {2) and the short-run parsaineters, we ran the recursive

CUSUM test for stability and found no problems.®

In order to analyse the speed of adjustiment towards equilibrium, we computed the

hal-life of shocks in the current aceount as

_ log(1/2)
~ log(1+ )

(4)

The concept of the half-life considers how long it takes for the impulse response to
a unit shock Lo dissipate by half, and it is commmonly used as a measure of the speed
with which the economy returns to equilibrivin. For China, the curreni account takes
nearly a vear to reduce the gap to eguilibrivan by a halfy for the Philippines, it takes
between 8 and 9 months, for Sonth Korea and Thalland 7 to 8 mounths, for Taiwan 5 to
6 months, for Japan and Malaysia 4 to 5 months and for Singapore less than 2 months,
These magnitudes represent quite high speeds of adjustment. Taylor {2002} computes
halfife fgures for a sample of fifteen countries making use of time series with annual
observations. In all cases, the hall-lives of the shocks are larger than owr estimaie for
China. The quickest coumtry in his sample is Denmark {with a half-life of 13.9 wonths)
while the slowest is Canada (71.1 months), which is quite a wide range. The average half-
Hie of the full sammple is 23.2, more than donble that of China in our sample, Tavier's
Lalllife estimate for Japan, the ouly country to appear in both samples, ' is 16.2 months,
which is arcund four times our own estimate. The general picture wonld be the same if
the half-life were computed from the AR{1) model, as in Taylor {2002), rather than the

bivariate CVAR. The new figures {in months) would be as follows: China = 19, Japan =

970 save space results arenot presented here but are available wpon request.

10 wever, there are maportant differences, First, different periods of time are used sinee the sample
in Taylor (2002} ends in 1992 while our sample starts in 1998, Second, our sample consists of guarterly
abservations while Taylor uses anmial data,
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Table 68: Short run ulairix

L
Country CONSTANT  Aq1 Acar Ageo  Acas_s
China Aq; 0.168 .387 —0.176 - -
[0.039] [2.687] [—0.901]
Acay 10.118 0.136  —0.202 - -
3.691] [1.505] [~1.643)]
Japan Ag; 0.114 0.120 —-0.263 -0.263 —2.070
[0.011] [0.871] [-0.194]  [-1.910]  [-1.492]
Acay 3.539 0.001 (.2¥Y3 0.049 0.463
[3.507] [0.078] [2.181] 3.874] [3.631]
Malaysia Aq; 0.049 0.223  —0.024 - -
[0.009] [1.544] [—0.265)
Acay 24.234 —0.123 —-0.045 - -
[2.737] [-0.527]  [-0.302]
Philippines Aq - 0.215 —0.112 -0.035 -0.289
(1.565] [-0.940]  [-0.255]  [—2.552]
Acay - 4.352 -0.163 —-0.206 -0.397
[2.495] [-1.331]  [-1.444]  [-3.413]
South Korea | Ag - 0.200 0.351 - -
[1.500] [0.888]
Acay - —0.017 —-0.063 - -
[-0.411]  [-0.511]
Singapore Aq; -5.859 —0.059 -0.182 0.563 -0.122
' [-1.935] [-0.403]  [-3.041] [3.467] [—2.000]
Acay 3R.170 1.579 0.401 0.186  0.581
[4.978] [4.243] [2.647] [0.452] [3.771]
Taiwan Ag; 9,046 —0.030 0.023 - -
[2.324] [—0.217] [0.184]
Acay 10.759 —0.117 —0.128 - -
[2.410] [-0.733]  [-0.902]
Thailand Aq; - 4.256  0.060 - -
[2.778] [0.880]
Acay - 0.112 -0.212 - -
[0.652] [-1.668]
Note: t-gtatistics are given i brackess, Coeflicients in bold are significant at least at 10%., o all countries

a constant {unconsivained) but no trend has been added {0 the CVAR, except for Philippines, Sonih
Kores and Tabwan where there s no coustart. Most conntries have only one lag for the dynamics, except
Japan and Philippines (2 lags) and Singapore (8 lags, where only the first {wo are reprodiced here due

to space lbmitations while the ramaiiing are available upon request).

Japan. However, our figure for Japan is now much closer to that of Taylor.

The speed of adiustment to the eqdlibrinm can be related {o capital market mobility,
A country with good access to the mternational market ean experience sustained periods
of current. account deficits. However, a country with little access to the internationsl

capital market must correct any cnrrend aceount deficits quickly to prevent a balance



23

Table 70 TVECM estimation
Country Regime 1 Regime 2
Acay Ag; Acay Ag; 3 A
China constant  -0.6889 0675 | 0677 00455 | 0047 -0.059
o -0.4684  -0.162 | 4,119 0.309
Acar—y  -G.126 -(.680 | 0.021 0.060
Aqy 1 ~0.017 0 (1430 | -8 (.2B2
N=25 N=26
Japan copstant  -0.117 0 1.383 | -0.054  1.554 | 0031 (G166
« -0.213  2.434 | -0.068 L0777
Acay; 1 G183 -0.034 | 0.244  -2.885
Acay o (1258 <1177 | (L3068  -4.556
Agi1 ~0.008 (1288 | 0.G13 0 -(.043
Agi—o .649  -.099 | -0.037 -(LB&G
N=26 N=28
Malaysia constant  (L488  -(L656 | 0708 -0.042 | 0,127 (L1198
« 0.603 (1136 | -0.606 G108
Acay_;  -.348 -0.152 | 0.227  -0.0627
Agiq -0.2500  0.686 | -0.263  (.336
N=26 N=25
Philippines constant  -(L158 00127 | 4.652  -0.004 | 0017 (.633
«@ -.834 0 (L126 | -0.448  (L209
N=26 N=25
Singapore conpstant  3.835  1.6687 | -0.B88  (LOTT | 0.204  -0.568
« 0.674 0.380 | -0.215  (.046
Acas_y  ¢:38F 0211 | 0470 0012
Acas_o  3.082  0.171 | (L2728 L1148
Agi 1270 G447 | 1431 -0.182
Aqi2 0.621  0.0892 | 2529  (.419
N=24 N=24
South Korea | constant  -0.829  4.541 | -0.661 1.468 | 0.020 -0.337
«@ (L5000 2.307 | -LO81 0.0BD
Acar—y  -1.525  L819 | (082  .1.473
Acai—o  -0.458 1111 | (257 -0.0535
Aqi 0.118 0 0.247 | -QuDsd -0L100
Ag_o  -D03% 0300 | L.GLT7T  -(1L410
N=28 N=26
Taiwan constant  1.726 0767 | -0L811  -(LO6D | 0060 1.369
o 0,195 -0.175 | -0un0d 0,192
Acayg_y  -.162 -0.117 | -.220 -(0.110
Aqp 1 -(L035  0.002 | 0.016 0.103
N=27 N=28
Thailand constant  -1.252  -0.322 | (U553 0.402 | 0051 -0.190
« 0570 -0.151 | ~0LEB5 (1123
Aca; 1 -.1684  (L208 | -0.212  (.029
Agi -0.091 (1331 | 0.143 0 0.259
N=27 N=25
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of payients problem. Therefore, a large adjustinent speed, which is the same as low
persistence, can be associated with low financial integration. If the halfdife of the shocks
were stall {close to zero), the couutry would be expected to Lave a flexible current
account and the capacity to run persistent deficits or surpluses. A flexible current account
would be associated with high capital market mobility. On the contrary, if the halflife
of the shocks were high, the current account would tend $o be rigid, deviations from the
equilibrinm would be hard to maintain, and capital market mobility would be low, In our
sample, the high half-life figures seem to imply that the capital markets in the region are
highly movable. This is consistent with the empirical observation that there are persistent
current account surpluses/deficits around the world, with a large and persistent surplus
in this region for this period, in particular.

I table 7, we display the results of the TVECM estimation. Previously, the assamp-
tion of linearity was tested based on thie SupLM test suggested by Hansen and Seo (2002},
whieh has the advantage that, under the null, there is no threshold effect and the model
is reduced to the traditional linear cointegration model, the one used so far in this paper.
in all cases, the null of linearity is strongly rejected, which suggests that the results fron

the TVECM

i table 7 should be preferred fo the linear one.! This is not surprising
since the nunber of observations is more or less the same in each of the regimes while
the estimated parameters differ quite a lot. Also, it can be observed that the sign of the
estimated 0 implies In all cases that the current acconnt balance and the RER have a
positive relationslip. This corroborates the results we found in some countries within the
linear framework,
Threshold cointegration allows for asymmetric adjustments within two different regimes,

In the linear cointegration framework, increases or decreases in the deviations from the
long-run equilibrivm are eorrected in the same way, Asymmetrie adjustments can oceur,
for example, if poliey makers react asvmmetrically to changes in the variables of the sys-
ten, in his case the cwmrent aceount and the exchange rate. In the case of the current
account, it would not be surprising if policy makers were more worried aboul the occur-
rence of a deficit. than a surplus. Likewise, policy makers are more likely to ntervene in
currency markets when theiy currency is depreciating than when it is appreciating. In

this context, threshold cointegration allows for some flexibility n the modelling of the

"Resulis available upon request.
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dynanics of adjustment.

The o coeficents of the caurent account and RER equations provide information
about the adjustment process back o the long-run cointegrating rvelationship. In general,
it is much easier to find a negative a for the current accounl balance than for the RER,
especially i regime 2, This is consistent with the weak exogeneity test in the linear case,
in the sense that it 15 the current account i most cases that adjusts in order o push
the economy back o the long-run equilibrinn. However, looking at the current account
squation, the coefhcient of the errorcorrection term of one of the regimes I8 positive
fr the case of Chiua (regime 2}, Malaysia, Singapore and Taiwan (reglme 1), and the
adjustrient, if any, wonld invelve the RER. That is, in four out of sixteen cases, the
sign 18 not as expected. However, since significance levels are not available, the analysis
of the sign of the adjustment parameters s mcowmplete. According to Hansen and Seo
(2002), there is no formal distribution theory for the parameter estimates and standard
errors; heuce neither standard errovs nor f-statistics arve reported heve. It i also the case
that there may be some small sample concerns since the anmber of observations in each
regime is rather small !

From the TVEC estitnation, 1% is possible to compute two different hali-lives of shocks

as in equation (3}, depeuding on whether the economy is in regime 1 or regime 2. However,

it sone cases, the coefficient of the error-correction ternn in the carrent aceount eguation
of one of the regimes is positive, which not only suggests that the relationship is not
stable and strong, but also that it s impossible Lo compute the halflife coeflicient. which
makes any conparison rather difficnls. In general, and wnsarprisingly, the speed of nean
reversion is faster than in the Inear case in one regime bt slower in the other one, except
in the case of the Philippines which shows faster adjustment in both regimes (5.1 and 3.5
months in regimes 1 and 2 respectively). Thatland shows quick convergence rates towards
the equilibrivan in both regimes {in regime 1, the halflife is 2.5, and in regine 2 it is

12.3} bul in regine 2 it i slower tlian before. For China, Korea and Malaysia, the current

2% China (regime 2) and Singapore (regime 1), the adjustment parameter in the RER equation is
also nositive, which implies that the econony would uot adjust back 10 the eguilibritnn when facing a
shock. Although this reghoe is in an unsiable equilibrhn, the economy may come back to the long-run
eguilibrimn if a lavge enough shock pushed it back e the other regime.

By faximnm likelihood estimation is necessary because the threshold parameter is nnknown, However,
if A were known, OLS for the two separate regimes wounld be enough, a clear indication that the shortran
coefficients depend mainly on the observations of each regime.
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account adjustment in oue of the two reghmes is quick (3.3 and 3 for China and Korea in
regime 1, and 2.2 months for Malaysia in reghme 2) but in the other regine convergence

is either stow {Korea

24.6 months} or there is no convergence. On the other hand,
Lhere are three countries where the half-life from Hnear cointegration is shorter: Japai
(where in regime 1 it is still guite quick, 8.7 months, but i regime 2 it is rather slow,
20.5 months), Singapore {quick adjustiient in regime 2, with a half-life of 8.8 moutls,
bul in regime 1 it does not converge to equilibrinn) and Taiwan {quite a large halflife
i regime 1, =500 months, and no convergence in reghme 2),

What we have found is supportive of the hyvpothesis that current accounts and RERs
are strongly linked in this group of countries. For policy purposes, this means that
capital Hows have an influence on exchange vate movements, which might affect later on
how international investors decide on their portfolios of assets In our target cousiries.
It algo affects how these counlries invest abroad, bearing o mind that in most cases we
are talking about surphiges. Now, whether or not i i3 a good idea to export or nnport

capital is something outside of the scope of this paper.

6 Conclusion

Following the recent controversy in the Herature over the link between competitiveness
and capital fows, we have provided in £his paper a thoreugh analysis of the link between
thege two variables for a group of East Asian economies. This study is motivated by the
change from deficit Lo surplug of the current acconnts of these countries following the
financial crisis of 1997, Since 1998, most couniries in the region have also mcreased the
Hexibility of their exchange rate and inflation targeting {Korea, Thailand, Indonesia and
the Philippines) althougli they are still far from free floating, Hence, in this paper we
have analysed the potential connection between current account surpluses as a percentage
of the GDP, and the competitiveness of the coundry, In most of the countries analvsed,
there appears to be a cotntegrating relationship between the two variables, which might
corroborate our initial hypothesis. However, the sign of this relationship varies between
the countries. For the strouger /bigger economies, the relationship is negative, that is, a
depreciation of the currency in real ferms improves the current account balance. However,

for smaller seonomdes, the relationships seem similar o a Jeurve, that is, a depreciation
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of the currency worseus the balauce. The relatiouships are stable, despite the crisis
of 1997-1998. Also, we find that, in some countries, the direction of the causality is
bidirectional, implying that both capital fows and competitiveness affect each other in a
recursive way, However, within the nonlinear framework, the resulis pinpoiné a stvlised
fact, that s, RERs appreciated and current account surpluses increased, especially before
and exchange rates should be coutrolled more tightly i this group of countries. ITun the
case of China and Japau {but also Malaysia and Thailand), the fact that the exchange
rate is weakly exogenous is consistent with currency intervention policies fo maintain
competitiveness, This result is relevant in the economic policy debate because China
and Japan are two of the usual suspects in exchange rate manipulation, which leads to
persistent current accouni surpluses. However, our investigation does nof include any
additional elements to test whether the Chinese or Japanese governments have actually
carried out large-scale interventions in the enrvency market. Bven if it is trne, exchange
rale nrmuipulation may have other objectives than fo sustain competitiveness, such as
inflation targeting. According to owr results, the evidence suggests that current accounts
across countries o the region are vather rigid, which may be associated with high capital
mobility, This conelusion ig derived from the comparison of our half-lives of shoeks with
those from the international lterature, This relatively high capital mobility is uportant

in explaining the persistent current account surphuses in the region.
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